Japan Brief on Carbon Finished Flat-Rolled Products

EXECUTIVE SUMMARY

Asthe Presdent consders his decision in this case, it makes no senseto impose a
remedy that will not truly benefit the domestic industry, and will instead only impose needless
cogts on an economy aready in recession. Rather, the President should identify the precise
problems, and focus his actions on those problems. This submission explains why the Presdent
should take no action on finished flat-rolled steel products -- plate, hot-rolled sted, cold-rolled
stedl, and coated stedl — or, at the very most, should impose only anti- surge quotas based on
average import volume during the 1998-2000 period.t

The best course of action for these finished flat-rolled steel products would be no
action. Notwithstanding the ITC injury determination in this case, the underlying record
demonstrates that imports are not the most important cause of the problems facing the domestic
industry. The President should recognize that the finding of asingle “like product” consasting of
dl flat-rolled sted represents afiction designed to avoid the inconvenient fact that for many
categories of finished flat-rolled sted, imports have been declining, not increesing. The
standards under both U.S. law and international law have not yet been met.

Import surges are athing of the pagt. In the first ten months of 2001, imports of
finished flat-rolled stedl products were at record lows down 28 percent from
1996, 60 percent from 1998, when imports peaked, and 40 percent from 2000.

The ITC determination ignored AD/CVD orders covering flat-rolled stedl imports
from 40 country-product combinations, which have severdly congrained, if not
eliminated, imports from these sources.

The ITC determination aso ignored evidence showing that domestic prices often
undersold import prices and in fact led prices down for many finished flat-rolled
products.

All economic analyses demondtrate that import restraints, whether tariffs or
quotas, would increase domestic stedl prices no more than two percent. Thisis
unsurprising given the domestic industry’ s 90 percent market share and the
shidding effect of AD/CVD orders.

The U.S. Government acknowledged in a recent report to the OECD that low
prices have resulted primarily from wesk demand and excess domestic capacity.
Even if imports were eliminated, these two factors would prevent prices and
cgpacity utilization from increesing sgnificantly.

! The President should impose no remedy for slab or tin mill products. Domestic producers themselves are

dependent on slab imports and three of four Commissioners who examined tin mill products separately rendered
negative injury determinations.
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Numerous sted users testified to the ITC that draconian import protection would
force them to close or move factories abroad, potentialy eiminating eight jobs
for each stedl job preserved, according to arecent economic analyss. Job losses
would be particularly concentrated in states such as Florida, Georgia, North
Caraling, and Wisconsin.

It isimplaugible to argue that declining levels of imports meet the threshold for
applying safeguards relief under both U.S. law and internationd obligetions: a significant and
sudden increasein imports. It isdso implausible that dumping imports levels that often
oversold domestic prices are more important than any other cause of the domestic industry’s
problems. Theindustry’s current problems smply cannot be blamed on an increase in imports
that took place three years ago.

It is gpparent that the Administration understands these economic redlities. The
recent U.S. Government report to the OECD on stedl reflects economic redity far better than the
ITC Report in this case, noting:

Traditiona integrated stedl producers have suffered from increased domestic
competition from more efficient minimills, which benefit from anon-union
workforce and a lower-cost technology.?

The strong dollar, high energy costs, and expensive labor agreements have made
U.S. producers among the world's highest cost stedl producers.®

The relative fragmentation of the U.S. industry has reduced its globd
competitiveness. Crushing legacy and retiree hedlth care costs have prevented
consolidation.*

Theindudtry’sfailure to retire inefficient capacity -- estimated a 13 to 17 million
tons® -- even as minimills commissioned new capacity has triggered repested
domestic sted supply “gluts”™®

A certain levd of importsis necessary for the hedth of the U.S. economy and the
ged indudtry itsdf. Imports were high in 1998, but “fell considerably” by 2001
due to AD/CVD rdlief and Sumping demand.”

2 U.S. Government Report, “OECD Follow-Up to Special Meeting at High-Level on Steel Issues, December
17,a 9,12 (“OECD Report”), from Inside U.S. Trade, <<www.insidetrade.com>>.

3 Id. at 12-13.

4 Id. at 14, 23-24.

° “U.S. Deliberates on Steel Industry Legacy Costs, OECD Paper Says,” Inside U.S. Trade, December 28,
2001.

6 OECD Report at 15, 17.

! Id. at 13-14.



145557.7

This more baanced diagnoss of the domestic industry’ sills recognizes that the most important
contributors to the industry’ s troubles have nothing to do with imports.

At mog, the record shows that past increasesin import volume may have once
exacerbated the larger problems facing the domestic industry. But old increases in imports
cannot justify Section 201 rdlief. Indeed, those increases were aready addressed through the
industries AD/CVD petitions and, where gppropriate, ultimate imposition of AD/CVD orders. If
any import protection were judtified, however, it should seek to prevent future import surges.
Our recommended remedy of anti-surge quotas targets this specific problem, while minimizing
collateral damage to the economy:

A quota remedy would address the very problem repeatedly identified by
domestic producers throughout the proceeding: sudden increases in import
volume of unpredictable magnitude.

Quotas based on the higtoric, average level for 1998 to 2000 would substantially
roll back imports from pesk levels, especidly if AD/CVD orders continue and
would render many quotas unfillable. Country-specific quotas should be
alocated to the top ten source countries, or countries representing two-thirds of
import volume, to avoid large globa quotas that would encourage import surges
at the beginning of each quota period.

Quotas would enable the domestic industry to significantly boost revenue when
demand begins to recover in 2002.

Quotas would minimize the adverse impact of trade redtrictions on sted users,
avoiding the huge cost of an import- preclusive 20 percent tariff remedy, which
one respected economist has put at four times the benefit of such aremedy to the
sted industry. 8

The economic damage inflicted by any import remedy would be compounded if
the remedy does not include product exclusions and a short supply provison to
ensure continued access for products not made domesticaly.

The dramatic consolidation necessary for the domestic industry’ s reviva would
permit consolidated firms to abuse their market power in the absence of import
competition. Quotas limiting imports to historic levelswould prevent such
abuses, but import-preclusve tariffs would not.

The recommendation for high tariffs by severd Commissonersignores the fact
that imports have little to do with currently depressed stedl prices. Imports plummeted in 2001
due to weak demand and comprehensive AD/CVD rdlief. U.S. sted prices, though depressed,

8 Gary Clyde Hufbauer and Ben Goodrich, “Time for aGrand Bargain in Steel?,” Institute for International

Economics Palicy Brief, January 2002, at Table 5 (20 percent tariff resultsin $592 million gain to industry and $2.4
million lossto consumers.) (available at www.iie.com/policybriefs/news02-1.htm)).
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gill remain among the world' s highest. A 20 percent tariff would largdly shut imports out of the
U.S. market. Thisisverified by the 19 percent out-of-quota tariff rate on line pipe, which caused
subject imports to decline by amost 80 percent. The ITC's economic analysisin that case
predicted only a 38 percent decline, suggesting that its analysisin this case’ issmilarly
consarvative. The dimination of remaining imports would do little to lift prices and capacity
utilization rates. Thereisjust too much domestic capacity chasing too few domestic customers.

We submit that under such circumstances, an anti- surge quota is the import
remedy that makes the most sense for the domestic industry. The remedy should take the

following form:

Summary of Japan’s Anti-Sur ge Quota Remedy Recommendation

Feature

Quota basdline based on
average annua import
volume over 1998-2000

period

Product- and country-
specific quotas

Quota dlocations for largest
suppliers of each product

Two or three year remedy
period

Quota growth based on
demand

Reason

U.S. law and international obligations require quotas based upon the
most recent, representative period. Prevents future import surges,
given that high past import levels are the avowed problem. Quotas
would roll-back import share if AD/CVD orders remain in place.

Prevents the country and product shifting concern identified by
domestic industry. A tariff remedy, on the other hand, would spur
imports from the lowest-cost exporters (country shifting) and imports
of products not covered by AD/CVD orders (product shifting).

Quotas for the top ten suppliers, for example, would extend country-
specific quotas to 70-80 percent of import volume. Ensures a steady
flow of imports, whereas over-inclusve globa quotas would result in
import surges at the beginning of each quarter.

Given projections of a strong demand recovery beginning in 2002,
anti-surge quotas over atwo or three year period would yield
additional revenues to fund a positive adjustment to import
compstition.

Quotas should grow at same rate as projected demand growth, to
minimize the potentia for shortages while limiting the import share of
demand growth. Current estimates call for six percent growth.

Such aremedy would ensure that domestic producers benefit fully from the inevitable demand
and price recovery. At the sametime, such aremedy would largely avoid the economic shock to
stedl users who depend on imports for many products that otherwise would not be commercidly

9

TheITC till has not released its economic memorandum to the parties, either publicly or under APO.

Thus, we are unable to comment in detail on the ITC’' s underlying analyses due to this most troubling lack of

transparency.
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avalable in sufficient quantities or at sufficient quality in the United States. Such aremedy

would make more economic sense than continued imposition of AD/CVD orders. In arecesson,
it makes no sense to encourage stedl-using indudtries to shift their jobs offshore to remain
internationally competitive.

At the same time, efforts to improve the current Stuation of the domestic industry
should focus on the sources of the problems. The Administration should continue its efforts to
eliminate economicaly inefficient cgpacity, both domesticaly and internationdly. The
Adminigration should also work to eiminate barriers to domestic consolidation, which will
alow market forces to rationaize excess and inefficient U.S. capacity. The domestic industry
will only be able to postively adjust to import competition if it stops scapegoating imports, and
resolves its own longstanding structural problems.



